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The research aim of this work was to identify franchise, to make a clear vision of how it 
works in business and in hotel industry. The case, which was used as an example is Hilton 
group. It was important to see the difference in franchise agreements between classic 
American, Russian and Chinese. Those three were chosen because they have totally 
different cultures and it is clearer how franchise agreement adapts to the culture of those 
countries. 
In this work was used Qualitative method of recherche. Theoretical base was taken from 
books and articles, then information from original Hilton manual was processed and 
analyzed. After that, information was compared to the facts, which were found about 
Russia and China. 
After all researchers, it can be admitted that hotel franchise agreement is very strict. 
However, it adapts to the culture and conditions of the country. 
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Introduction 
Among a variety of European or American contractual models, franchising is getting 
more and more popular.  
It can be argued that franchising is one of the most efficient instruments nowadays, 
which helps to increase quality of business management. It gives an opportunity to 
combine the advantages of small and large businesses. 
The long-standing practice of hotel franchising in developed countries has convincingly 
proved its extraordinary business effectiveness. It is associated with the idea of 
replicating business-proven business concepts using a specific technology. The 
relevance of the topic lies in the fact that hotel franchising is currently very popular in 
the hotel business. 
My goal in this thesis is the study of franchising and its adaptation in different countries. 
It is important, during my work, to find out how franchise agreement adapts to cultural 
characteristics of different countries, when comparing Russia and China to classic 
American.  
The objectives of the course work to reveal the concept of franchise, its advantages 
and disadvantages, franchising in the hotel business on the example of the Hilton hotel. 
To identify the strengths and weaknesses of hotel franchising in China and Russia. 
 
Definition of franchise  
“Franchising is a legal business arrangement, governed and created by a contract, 
under which the franchisor (owner/supplier) sells to a franchisee (retailer/buyer) the 
right to sell certain goods and/or services of the supplier under specific, agreed-upon 
conditions.” (Meaney 2004:12) 
History of franchise 
Currently, there are several theories about how a franchised way of doing business 
appeared. Some people believe that franchising has deep historical roots and its 
prototype appeared in medieval England. At that time, influential barons were given the 
right to collect taxes from ordinary citizens who were allowed to trade on the market for 
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a fee. But it is generally accepted that the franchising system became widely known 
only at the end of the 19th century in the United States of America. 
 
The first entrepreneurial businessman in this area considered to be Isaac Merit Singer. 
He is the founder of a well-known world company that was engaged in the production 
and repair of sewing equipment. In 1851, Zinger revolutionized the world of business. 
Together with his partner, he organized the first world franchise, which at that time was 
called the “Sewing Machine Association”. The enterprises that were part of this 
association received the right to sell products under the Zinger brand. Thanks to this 
unusual move at that time, the company was able to increase sales and took first 
position in the market. 
The experience of Zinger was so successful that, after decades, General Motors 
decided to repeat it by offering a special kind of dealer to partners in 1898. This 
company decided to work on a franchise, as it did not have enough funds to develop its 
own trading network. The company turned to intermediaries for help and did not fail. It 
is interesting that not only specialized firms, but even bicycle shops were engaged in 
selling cars from this company. 
 
Franchises in a pure and familiar form for us arose only in the 1920s when wholesale 
companies began offering independent retailers to sell goods under their own brand. 
During the Great Depression in the United States for 30 years, oil refineries began to 
actively use the idea of franchising. Thanks to this, gas stations appeared that operated 
under the brand name of well-known oil companies and at the same time belonged to 
independent entrepreneurs. 
 
But the real founder of the modern franchise is McDonald's. This franchise has become 
the most popular and recognizable in the 20th century. It was founded in 1955 by Ray 
Crock, who was later proclaimed king of franchising. 
 
There are several types of franchise and every person can choose the one, which suits 
him the most, because every one of those requires different investments. 
(Novikov 2014:25-27) 
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Types of franchise: 
● Job franchise - very popular type, because of the easiness in operations, 
understanding of the whole process and investments level is much lower 
compare to the other types. Usually, one person can start this kind of business 
and even work from home, but typically he/she will need a van and some tools 
to work, but franchisor makes an easy condition for them to be bought. 
Franchisee always has an opportunity for growth, and it is a good way for 
people with a small starting capital. There are many areas where this franchise 
can work, such as travel agency, coffee vans, ect. 
 
● Management franchise - this type of franchise is started from the head office 
and responsible for training stuff, managing business, marketing, but 
responsibility for providing goods or services to the customers is on the 
workers. Normally this franchise is business to business sector of economy. For 
example, recruiting agencies, management consultants, contract cleaning, 
management training. 
 
● Retail franchise - the most common and known model of franchise, which works 
for most types of business, but requires big investments. When retailer buying 
this franchise, he gets a right to use brand. Moreover, in the most cases he gets 
a right or obligation to use the same managing marketing strategy and sales 
promotion of the goods or services. At the same time owner of franchise gives a 
plan and interactions for every situation of business activity, helps with training 
stuff, negotiating with landlords, finding a suitable site, ect. The most famous 
examples are: Subway, ​Pizza Hut, McDonald's, Hilton Hotels & Resorts​, ect. 
 
● Investment franchise - “sleeping prater’s franchise”. This type of franchise 
requires huge investments. However, ​franchisee will not directly manage ​this 
business, usually it is an ​executive team. Examples can be franchise of hotel 
chains and large restaurants such as ​InterContinental Hotels Group, Choice 
Hotels Group, BestWestern and so on. (Murray 2006: 27-30) 
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Advantages and disadvantages of franchise 
1.1 Advantages for the franchisee 
● Ready and successful business concept - brand is already known around 
customers and people trust this brand. It makes things like marketing easier, 
because people already familiar with what you do 
● Lower risk - since you are getting system, which already had been tested, you 
have lower risk that something might not work 
● Win-win agreement for both sides - both sides getting advantages from the 
agreement 
● Less investments - you do not need to put full amount of money to start the 
business, because franchise cost less. Plus, investors, most likely, will give 
money to franchise business than independent startup 
● No need to be experienced businessman - you do not have to know everything 
in the area of business, because you will get all information and rules how to 
manage your franchise 
● No overlapping of territories - franchisors are researching the territories and 
potential customers before letting you to start business in certain area. It is a 
necessary thing if they want to get a good profit from you 
● Regulated autonomy - person can get a business to run, being a boss to 
himself, however, there are only limited number of things, which he can change 
and decide (Murray 2006: 31-36, Novitsky 2014: 35-37) 
1.2 Disadvantages for the franchisee 
● Difficulties to make changes - everything is agreed, how things should be and 
you can change very little of them 
● Timeless fees - you are going to pay back for the franchise all the time, while 
you want to own it 
● Possibility to ruin the whole brand - if only one place from franchise chain will 
ruin its reputation, it can affect every single place of that brand 
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● You are not 100% boss - you have rules, which you have to follow and you 
have inspectors, which are going to come and check if you are doing you job 
right 
● “Pig in a poke” - you never know how good quality of training you will get and 
there is no guarantee, that you will success 
● Selling problems - in case you will decide to sell this franchise business, it is 
going to be very complicated to find a buyer, because business is very specific 
(Murray 2006: 37-41) 
1.3 Advantages for the franchisor  
● Fast expansion of sales markets - increase in sales and territorial expansion of 
the business. 
● Reduction in staff costs - franchisee is now responsible for hiring and paying 
salaries. 
● State registration of a franchise agreement - your agreement with a franchisee 
is legal and you are protected with a law. 
● Raising the prestige of the company and its trademark - since your company 
can sell franchise, in clients eyes your company getting more respect and 
recognition, increasing confidence in the quality and uniform range of products 
of the company. 
● Income from the sale of a license. 
● Profit from the possible leasing of real estate and equipment to franchisees. 
● Profit from possible lending to the franchisee and from a reduction in terms of 
turnover. (Murray 2006: 31-36) 
 
1.4 Disadvantages for the franchisor  
● Decreasing profit - receiving a smaller part of the profits from the trading 
franchise than from their own. 
● Reputation in danger - the low reputation of one of the franchised enterprises in 
the absence of proper quality control may affect the reputation of the company 
itself. 
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● Finance - difficulties in controlling the reliability of the financial statements of the 
franchisee. 
● Competence - difficulties in selecting a franchisee competent in the basics of 
business. 
● Competitor - by training the franchisee, the franchisor prepares himself a 
possible competitor. ( Murray 2006: 31-36) 
 
 
Franchised relationships can be profitable for both parties. A franchisee is interested in 
maximizing sales at minimal cost, for which he must follow the rules of conducting a 
franchise business and participate in advertising and marketing campaigns conducted 
by the franchisor. The franchisor provides leadership in the competition, image, brand 
recognition, the main development trend, participates in international advertising 
campaigns, etc. (Morozov 2004: 66-67) 
Franchise buying process  
The main franchise package consists of the following documents: 
1. Location requirements 
2. The appearance, size of the territory, address, area and appearance of the 
building in which the franchise will be placed 
3. The number, size and layout of outdoor advertising 
4. The floor plan, which includes the requirements for the interior design and 
design of the room, a list, specification and arrangement of the necessary 
equipment, furniture 
5. Supply chain of necessary parts and materials 
6. A practical guide to doing business: 
o detailed description of the franchise system and its external and internal 
structure 
o instructions for all cases of work (pricing, procurement, product or 
service quality standards, accounting and tax accounting, control 
system) 
7. Staff Training Instructions: 
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o training in the organization of franchise production 
o training in maintenance and service support 
 
8. Reporting and record keeping guidelines: 
o uniform reporting forms 
o technical passports for equipment 
 
9. Business plan for the franchisee 
10. Franchise agreement, which includes all conditions of work with a franchise 
company: 
o rights to use the brand and trademark of the parent company  
o right to use the services provided by the main specialists of the 
franchisor company and its partners within the franchise system of the 
franchisor​ ​(Kolesnikov 2008: 288-289) 
Franchise agreement characteristics 
1. A franchisor and franchisee firms that enter into a long-term contract 
participate in a franchising agreement. Due to the fact that the term of 
the contract can be very long, the contract itself must be well thought 
out. 
2. A franchise agreement is the same for all franchisees. 
3. The contract must be concluded in writing. In addition, registration of a 
franchise agreement is required. 
When signing a commercial concession agreement, a number of questions arise: 
● Under what conditions can a franchisee terminate the contract? 
● How much will the termination of the contract cost? 
The entrepreneur must understand all the conditions if the franchisor decides to 
terminate the contract with him. 
In what cases can a franchisor cancel a contract? In cases where the franchisee: 
● Does not receive the planned profit; 
● It spoils the reputation of franchisees due to poor customer service; 
● Does not provide a report on the current status of the franchisee; 
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● Does not work stably with the franchisor; 
● Abuses the franchisor’s trade name and equipment​ ​(Zelyakov 2003: 25) 
 
Franchise offer 
 
A franchise offer is what is included in the franchise price. It consists of two parts: 
1. Lump-sum payment - an entrance fee in the form of a single payment. This is 
the price that a person pays when buying a franchise, which gives him the right 
to enter the partner network of the company, get the necessary documents and 
help in opening and managing the franchise.  
What else may be included: 
 
2. Franchisee training: 
● Franchise opening instructions 
● Help in opening 
● Help in selecting the first customers 
 
3. Royalties are payments that the franchise buyer regularly (usually monthly) 
pays to the company for using its brand, experience, business reputation and 
technology. What else may be included in the royalties: 
● Account manager; 
● Marketing support; 
● Availability of a call center; 
● Regular employee training​ ​(Zelyakov 2003: 28) 
 
Start up your own franchise  
Before starting a franchise, every entrepreneur should answer two questions: 
 
● Does franchise fit to my business? 
● Is your business ready to launch a franchise? 
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If both of your answers were positive, you are ready for scaling up your business, you 
need to go through the following steps. 
 
Stages of creating and launching a franchise: 
 
1. Creating a unique selling proposition 
 
What should be done for that: 
● Analyze competitors; 
● To choose franchise model; 
● Determine the amount of lump-sum payment and royalties; 
● Working conditions; 
● Create a financial franchise model 
 
2. Franchise Legal and Business Protection 
 
What should be done for that: 
● Highlight copyright objects; 
● Legally protect a product or technology; 
● Register a trademark; 
● Create an agreement with the future franchisee 
 
3. Structuring work inside of the team 
  
      What should be done for that: 
● Organise structure of the management team; 
● Identify employees and understand at what stages they are needed; 
● Compose KPI and motivation system; 
● Assistance in organizing the selection of candidates 
 
4. Creating a franchise package, step-by-step instructions on how to manage a 
business 
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What should be done for that: 
● To create instructions, manuals, regulations 
● Startup project 
● HR-model of the company 
● Network marketing policy 
● Standardized sales algorithm 
 
5. Franchise Appearance 
 
What should be done for that: 
● Create a corporate identity, brand; 
● Company tagline 
● Create a website 
 
6. Buying traffic for franchise sales and application generation 
 
What should be done for that: 
● Identify primary sources of traffic 
● Run advertisements on different sites 
● Assess the effectiveness of each site 
● Search for new sales channels 
 
7. Create sales team 
 
What should be done for that: 
● Develop an algorithm and a sales book 
● Train and adapt managers 
 
8. Automatization of the business and cost reduction 
 
What should be done for that: 
● Identify key processes for automation 
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● To formulate the terms of reference 
● Calculate financial feasibility 
● Draw up a schedule-implementation schedule (Merkulov & Fokin 2014: 70-72) 
 
Franchise in business  
Depending on the entrepreneurial activity, it is customary to distinguish several types of 
franchising: 
 
- sales, manufacturer use it to make unified branched sales network and control it 
- commodity, franchisor has an exclusive right to sell products, under his trademark on 
certain territory  
- production, this type gives you a right for production and sales of good sunder the 
franchisor’s trademark, but requires using the same patented production technology, 
materials, raw materials or the initial component of the product (an example is the 
production of Coca-Cola and Peps) 
- franchising business format this format, business system, trademark, business 
management, which franchisor use, has to be saved in the same format (​Morozov 
2004: 71-73) 
 
In the relationship of franchisor and franchisee there are two options: 
 
● Direct franchising 
● Indirect franchising (Rykova - 2001 - No. 1) 
 
Entrepreneurs have to choose by themselves, which type of franchising they would like 
to use - direct or indirect. They have to take in consideration financial expenses, in 
case of expansion of the business in other countries. When they are conducting 
business in another country, it will be necessary to open representative offices, 
negotiate, conclude agreements and adapt the business to local conditions. It is 
necessary to hire local managers, who are familiar with national laws, regulations, 
traditions, that are trained in the company. 
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If there is a qualified team of people with practical experience, finances and human 
resources in a new country, the object of franchising, it is always very beneficial for the 
franchisor company. It allows to set up the work faster, reduce expenses and 
accelerates market penetration of a given country. 
 
Franchisors aim is to conclude direct franchise agreements with residents of other 
countries. In case, if this country is geographically far, then franchisor has to conclude 
indirect franchise agreements. Language, religion, traditions, business environment - all 
those factors are significant to choose the form of franchising. For tourism 
development, nowadays, creation of national hotels is required, which will be 
transnational in the future. (Filina 2008: 35) 
Franchise in hotel business 
Nowadays there are several hotel business models, first examples is the Swiss Ritz 
model, created by the Swiss Caesar Ritz. This name belongs to many prestigious 
hotels in London, Paris ect. The main characteristic of those hotels is European 
tradition of sophistication and aristocracy. Every single hotel is unique, it has its own 
name and reflects the exclusive atmosphere, culture of the country, where it is based. 
Normally, they are deluxe hotels. They have rich interiors, the highest level of service 
and comfort, strict rules of customer service. (​Morozov 2004: 58-60​) 
 
Second model-model of Kemons Wilson. In this model, much attention is paid to 
customer satisfaction, combined with a high standard of service. The main 
requirements for this model are: 
 
● unity of interior style 
● large and functional hall 
● fast registration for customers 
● rooms for regular customers 
● buffet breakfast 
● conference hall 
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● flexible tariff system 
● unified management, marketing and communication service 
 
More than 50% of room in the world are built according to this model, those chains are 
financial and economic empires that are managed by a single owner-head holding. 
 
There is a third model, in this model we can include “voluntary” hotel chains. They 
combine hotels with certain standards and a range of services, regardless of the 
country of location. Hotels have to pay fund contributions, money from which go to 
advertising and marketing activities. Moreover, each hotel remains financially 
independent and independently carries out management activities.  
 
Small groups of the hotels of different range started to unite in hotel consortia. Each of 
them has its own standards of the service, consortia are only helping with promoting 
hotels in the market and represent interests in the reservation system. Every hotel has 
to pay some percent from the profit or make fixed deductions. (​Morozov 2004: 61-63​) 
  
Hilton group example 
History 
 
Conrad Hilton is one of the most significant persons in the hospitality business. He 
started to work in this area in 20s of 20th century.  
In 1904 Hilton sold his coal business and lost everything, except 5 rooms house, which 
is based near railway station. In this house he run up a little guest house. It was the 
point when from which one of the largest US empires, the Hilton, begins. 
Next step in his business, Hilton bought a hotel in in the city of Sysco. What he had 
changed in the work of his new hotel? He changed approach to the work of the 
institution. He considered every detail. The hotel’s face is the lobby, this area was 
poorly used. He increased the lobby, made special showcases where newspapers, 
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soap supplies and other goods needed on trips were sold. Subsequently, a whole 
Hilton Country Store retail chain appeared. Also, he increased amount of beds, which 
brought him additional income. Price for the night in the updated hotel ranged from $ 1 
to $ 2.5. 
In 1929 there were 10 hotels in the chain of Hiltons hotels. First 3 hotels were bought 
ready, forth one Conrad built by himself. That hotel was his fist self-built hotel named 
after the founder of the Dallas Hilton chain. It was fashionable establishment, where all 
rich people were staying. 
In 1929 Conrad Hilton got an offer to build one of the most expensive hotels of 
America, with a budget of $1,7 millions. He started building, but he did not have enough 
to finish. Soon after that his business goes to another owner, but Hilton keeps the 
position of the manager. He got his business back by lucky occasion. In 1934 he 
invests his money in an oil field and the profit from this transaction allows him to buy 
three hotels. 
From that moment begins a new revival of the Hilton Empire. He opened hotels in 
different states. In 1942 company moved in Los Angeles and in 1949 he acquired the 
Waldorf-Astoria hotel, where all stars, diplomats, presidents stay. To have such a hotel 
is to become a brand. 
 
Hilton continued to bring his ideas to life and pay attention to details. He knew the 
preferences of famous people and was able to make their staying as comfortable as 
possible. Once, Herbert Hoover stayed in Hilton and he got peppermint candies, which 
were his favorite. It made a good impression. In the future, movie stars and other 
famous people began to receive bonuses from the hotel. They stay in Hilton with a 
pleasure and this fact attracted many other people, who wanted to see starts. In the 
Hotel Waldorf-Astoria was introduced the rule of 24 hours room service. 
In the end of 1940s, Conrad decided to open a new hotel abroad and first place was 
Puerto-Rico. Hilton preferred to buy unprofitable hotels, modernize them and they were 
becoming profitable. He built them very rarely. The main thing for the hotel was location 
and perspectives.  
Company was growing, because the main rule was customer orientation. Every person 
needs a good service and modern approach in any country in the world. In his book “Be 
my guest”, Hilton says that it is very important, that poor or rich person, who had 
  
15 
 
chosen hotel Hilton, would feel like he is a welcome guest. The main advisers always 
were the guests themselves. In addition, in case when the newly acquired hotel had 
good innovations, then this was implemented in all hotels of the company. 
In 1947 in the hotel The Roosevelt Hilton televisions appeared in rooms. In the future, 
this will be the usual practice of each hotel, but then it was a way to attract the attention 
of new customers. 
Another successful experiment was to add Margarita and Pina Colada cocktails into the 
menu. It was the hotels that made these drinks popular. 
In 50s Hilton continues to increase number of hotels. First European hotel was open in 
Spain and it got a name Hilton Castellano. Then, for $ 111 million, the Statler Hotels 
chain was acquired. And many begin to call Conrad a hotel tycoon. 
In 1958 Hilton noticed that it’s not very convenient for people to leave the hotel early to 
go to the airport and he begins to build hotels at the airport. In 1959 he opens Hilton 
Airport Hotel in San-Francisco. The same year he started to promote his brand in 
Africa. First African hotel was opened in Cairo and got a name Nile Hilton. 
Number of hotels in Africa started to raise. In the beginning of 1960s, there were about 
100 hotels. Half of them were in USA. To simplify the management of so many hotels, 
a subsidiary of the Hilton International Group was created, which controlled hotels in 
other countries. It was led by the son of Conrad. 
 
The idea of franchising Conrad Hilton got in the middle of 60s. He understood very 
clearly that his last name is a brand, which is known in the world and can be another 
income. Franchise price now is $ 5 million. In charge of it is Hilton Inn is a subsidiary of 
this business. Even for this price it is difficult to buy this franchise, because Hilton very 
carefully selects hotels that can enter this network and it is very easy to lose the 
franchise for any violation. 
In 1965 they open new line-Hilton Lady. Hotel for women. It was the first hotel using 
this direction. 
In 1966 Conrad Hilton leaves president position and gives everything to his son Barron 
but remains a ​counselor ​and chairman of the board of directors. In 1967 the biggest 
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part of Hilton International goes under control of Trans World Airlines. However, 
Conrad Hilton remains chairman of the board. For brand development, it was important 
that Conrad held this position. Hotels started to appear at the company's airports and 
people have the opportunity to book not only a plane ticket, but also a hotel room. 
At the same time Barron made a mistake and persuaded Conrad to exchange a share 
in Hilton International for TWA. The deal was attractive but ended up creating 
problems. While TWA controlled Hilton International, everything was fine, but in the late 
1970s, information appeared that the airline was selling an international hotel brand. 
The sale took place and the Hiltons lost the opportunity to manage a subsidiary and call 
hotels in other countries by their last name. 
In 1969 new line called DoubleTree by Hilton was launched. This line included 
high-class hotels which bought a brand franchise and several hotels of the company. 
In 1970s Hilton’s empire comes to Las-Vegas. Company makes a decision to unite 
hotels and gambling houses. Hilton Hotels Corporation bought two hotels: Flamingo 
Hotel and Las-Vegas International. Price of this deal was $ 112 million. It was the most 
successful decision, because those hotels became the most popular and brought a 
stable income even in times of crisis. 
In those years amount of company’s hotels rises steadily. They opened hotels in 
Venice, Singapore, Africa. In Kenya, hotel started to offer safari to the guests. 
In 1973 a new option appears in the Hilton network - the help desk for hotels in the 
network. Thus, it becomes possible to get information about available rooms, book a 
room and airplane ticket. 
In 1974 in the rooms of Hilton Hong-Kong Hotels minibars were installed. Later, they 
will be in all hotels of the brand. 
In 1979, Conrad Hilton dies. 
In 1982, in memory of Conrad, a new direction of the luxury hotel company Conrad 
International Hotels was launched. The highest demands were placed on hotels. The 
first was a hotel in Australia. 
 
In the same year it became known that the gambling business brings the company 40% 
of all revenue. Barron is trying to open new establishments in Atlantic City but cannot 
get a license. 
In 1897 Hilton Honors program was involved program which gives special points to 
regular customers and takes into account the class of the hotel and season. 
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In the end of 1980s company's revenue was $ 1.6 billion, which was very optimistic, 
although leadership positions were already given to the Marriott and Hyatt networks. 
In 1990 they launch new subsidiary-The Hilton Gardens Inn-hotels chain with middle 
price category. In the beginning they had only 4, but by 2015 they already had 625 
hotels all over the world. 
In 1995 company’s own web site was launched. It became possible to book room 
online and to get information about hotel. Also, automatic lockers were installed. 
In 1990s company success was not as significant and people started to blame Barron, 
it was the reason why he decided to resign and to appoint instead crisis manager 
Stephen Bollenbach. 
The new leader begins to strengthen the gambling sector. In 1996, the brand merged 
with Bally Entertainment Corporation, which brought a positive result. 
In 1997 Hilton Corporation bought Promus Hotel Corporation for $ 3.2 billion. This 
allowed to become a serious competitor for Starwood and Marriott. As a result of the 
transaction, Hilton controlled 1,800 hotels in 50 states. 
By 2002 Hilton Corporation online booking is available all over the world. 
In 2006 Hilton Corporation bought Hilton International back for $ 5.7 billion. Thus, the 
brand became the owner of 2.8 thousand hotels around the world. 
 
From 2007 brand is expanding in Russia, Georgia, Ukraine, Kazakhstan and so on. In 
the most cases hotels bought a franchise and only two of them are under control of 
Hilton’s company. 
In 2008 the Hilton Vancouver Washington was opened, which uses new energy-saving 
technology. By such an innovation, the company shows its attitude to the environment 
and a positive attitude to new technologies. 
In 2014 construction of hotels in China and France began. Only in China, Hilton plans 
to build more than 400 middle-class hotels. 
In 2015, brand development continues in China, where Hilton Worldwide already has 
30 hotels. 
Hilton Worldwide is a very famous brand, which is going through difficult times. From 
one hand, company has 4200 hotels all over the world. From another hand company 
still has a debt Nowadays, company is in a recession again, but one cannot but admit 
that this campaign has affected the development of the hotel business as a whole, like 
no other. The brand introduced the latest technology in the last century and continues 
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to do so now. Modernity poses challenges for Hilton, but a brand with such a history will 
find the right solutions. (VR.ru 2015) 
 
America 
America occupies a leading position in the franchise market in terms of 
competitiveness and the number of new franchises. The annual turnover of the 
franchise business is 2.21 trillion dollars (the turnover of world franchising is 3 trillion 
dollars). 
TOP-10 of the best franchises according to the largest American franchise catalog 
Franchise Direct includes 4 hotel brands: Wyndham Hotel Group, InterContinental 
Hotel Group, Hilton Worldwide and Marriott International.  
A characteristic feature of American franchising is expansion. Most franchisors are 
seeing rapid growth. Franchising is very well spread in Canada and the UK, where 
there is no language barrier, as well as in Mexico, because of its close proximity. The 
Czech Republic is very attractive for franchisors, as the Czech authorities support 
entrepreneurs. (Hotel advisor) 
 
Hilton standards 
The example of Hilton standards will be taken from Hilton by Hampton Standards 
Manual. 
The Hilton contract in the USA spells out and indicates all the details that must be 
observed when opening a new hotel. The size of the building, its location, the material 
from which the floors should be made, decoration, the size and type of windows, the 
location of the hall and even the size of the corridors. An entrepreneur buying a Hilton 
franchise has detailed instructions on what a hotel should be. Any deviation from the 
requirements regarding the general nature, quality and type of finish must be approved 
by the Hilton. 
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Here are some special features, which Hilton by Hampton require, According to 
Hampton Standards Manual: 
● Internet is one of the most important things in the hotel, especially, when it 
welcomes so many businesspeople. One of the must haves, which included in 
standards is internet. 100% of rooms must have high-speed Internet access 
installed and must be complimentary to guests. 
● Free of charge to have children 18 years of age and under, staying in the same 
room as their parents, and using existing furniture 
● Complete coffee, tea and hot cocoa service must be available to all guests at no 
charge in the lobby of the hotel 24 hours a day. 
● Hampton Branded Music is required in the following areas: 
1. Lobby 
2. Breakfast area 
3. Elevator lobby (first floor) 
4. Porte cochere 
5. On-hold messaging 
● Free baby cribs. 
● Parking should be free for guests. 
● Minimum two years’ experience of work for the general manager as a general 
manager or an assistant general manager of a Hampton Inn or Hampton Inn & 
Suites hotel.  
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● If a general manager leaves the Hampton system for 2 years, that manager 
must attend the Hampton Leader Program again, when returning to the brand. 
● If a change of ownership takes place and the new owner is a first time Hilton 
franchisee, it is required to attend the Owner’s Awareness Program within 120 
days of the date of “ownership transfer” for the purpose of familiarizing 
franchisees with the franchisor’s corporate policies, operating systems, 
management values and philosophies. 
● Guest services representatives and breakfast attendants must be able to 
communicate with guests in English, as well as in the official language of the 
country in which the hotel operates. 
● The guest’s name must be used at least once during the check in process. 
● Each hotel must have an As If By Magic Kit at the front desk for guest use on a 
complimentary basis, which can have: eye glasses repair kit, shoe shine kit, nail 
care products, ear plugs, hair spray, etc. 
● The hotel must provide the VIP guest with an immediate inconvenience 
compensation of $100 cash. 
The hotel can only be opened in new, purpose-built buildings. Modern view, new 
rooms, parking and convenient access to the hotel, signboard with the brand name. 
However, in Russia, the Leningradskaya Hilton hotel has the status of an architectural 
monument on a global scale, where restoration work was carried out. 
An interesting element in the Russian the Leningradskaya Hilton is staircase is the 
double railing: the wooden railing, which has a low height but historical value, has been 
kept, but at the same time, according to Hilton's safety requirements, the railing is 
duplicated with glass that has a enough height prescribed in the contract. It was a way 
how Hilton managed to save the historical value of the building and comply with all 
technical standards prescribed in the contract. 
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 Under the terms of the franchise agreement, training for employees of the new hotel 
should begin one month before the opening. In Russia, employee training begins more 
than six months before the opening of the hotel. Future employees go to special 
trainings, attend seminars, learn the basics of working with a single reservation and 
accommodation system. They learn the corporate culture of Hilton. This is due to a luck 
of qualified specialists in the hotel industry. 
Franchises in China, as in Russia, are faced with the fact that it is very difficult to find 
managers who understand how to do business and have strong managerial skills, so 
training takes longer than it says in standards manual. 
The hotel's restaurant in China offers Chinese dishes in a modern interpretation, and 
you can also try delicious European dishes. Hilton sanya resort’s restaurant, for 
example, a real show is organized every day, and, if desired, you can always ask the 
chef to cook any dish from the products you personally selected. 
It can be said that the Hilton franchise is quite conservative, but it takes into account 
national traditions and customs. 
Hilton in China 
Hilton Worldwide Holdings Inc.- is a famous hotel chain, is going to open many hotels 
in China. Why there? Why does Hilton Worldwide Holdings Inc. choose China from the 
entire Asia-Pacific region? 
Chinese people travel a lot around their country, and it is very popular destination for 
other tourists. Amount of booked rooms are increasing constantly. 
Hilton is planning to open 266 new hotels around China, this will be 3/4 of all hotels that 
will be opened in the Asia-Pacific region in the coming years. 
Martin Rinck, president of the Asia-Pacific region, expects to triple the number of hotels 
all over his region. 
Hotel business in China is developing, Hilton sees great opportunities in the 
development of mid-range hotels and therefore concluded an agreement with the 
Chines-Platen Hotels to build 400 hotels under the Hampton Hilton brand over the next 
10 years. 
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Martin Rinck believes, that India, Indonesia, Thailand and the Philippines are those 
countries where Hilton can develop their business. Only in India Hilton has 14 hotels 
and 18 are about to be open. Business confidence in India is growing every year and 
the demand for hotels is also growing. 
One more country, where Hilton expects to grow is Japan. Tourist interest in Japan has 
grown significantly in recent years, which has led to a shortage of hotel rooms in hotels. 
The number of foreign tourists has grown by 47%. The policies of Prime Minister 
Shinzo Abe helped weaken the yen against the dollar, which allowed tourists to 
consider Japan for travel and increased tourist flow to this country. 
 
Hilton in Russia  
In 2014, hotel franchising came to Russia. And the first were 6 Hilton hotels. One of 
these hotels is located in Sochi "Hilton Moscow Leningradskaya". The number of hotels 
with global brands is very small. For example, the same “Hilton Moscow 
Leningradskaya” was the “Leningradskaya” hotel, which closed and was under 
reconstruction, and opened already under the Hilton brand. A small number of brands 
in Russia is due to the fact that the brand requires large investments that will return for 
a long time. In Russia, businessmen are accustomed to a quick return on investment. 
In general, people are becoming more demanding on the quality of service, on the level 
of equipment of hotels, to a particular brand. That is, the market inevitably moves in the 
direction of increasing the number of objects of well-known international networks. 
(Merkulov & Fokin 2014: 93-95) 
 
Specificities of hotel franchising  
 
System of hotel franchising works very successfully, only, in case if all chain links, 
which are used, work successfully. A small hotel with a flexible system and 
maneuverability of a small enterprise and a large holding with financial and technical 
power, as well as the work of operators in the reservation system. Hotel franchise 
agreement clearly defines amount of rooms and level of services, which are going to be 
offered. Hotel chains sell and manage the product through a franchise system or under 
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a management contract. All hotels have name and trademark. (Ueldanova (date of 
treatment: 03/26/2020)) 
 
Difficulties of franchising in Russia  
 
With all the enormous opportunities of Russia, franchising is not fully distributed in the 
country. What are the reasons that prevent Russian businessmen from using 
franchises? 
 The reasons are socio-psychological: 
● Lack of Russian experience and fear of failure of the franchise system; 
● Respect for intellectual property is very poor; 
● Fear of losing independence. 
 
The problem of creating the right attitude towards someone else's intellectual property 
in Russia requires a combination of economic and legal influences that will make it 
inefficient to use someone else's intellectual property. 
Insufficient knowledge of Russian entrepreneurs in the field of franchising does not 
contribute to its development. The solution to this problem is the creation of educational 
centers that can expand the knowledge of the franchisee in the field of economics and 
law. 
Franchising is an economic tool for the implementation of which certain conditions are 
necessary, which are not in Russia or partially formed. 
Economic problems of franchising: 
● Unstable development of the Russian economy  
● Lack of necessary start-up capital for entrepreneurs to enter the franchise 
system 
● The difficulty of obtaining a loan to create seed capital 
The instability of the Russian economy is a very significant problem for entrepreneurs 
who must enter into agreements in the dollar equivalent in the franchising system. 
The most important problem of potential Russian franchisees is the lack of start-up 
capital for the purchase of franchises and equipment. Difficulties in obtaining loans. To 
obtain a loan, the future franchisee needs to have a business plan, as well as the 
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opportunity to invest one third of its own funds from the total. Thus, personal financial 
responsibility is one of the conditions. 
It must be remembered that the franchisee must pay a one-time deductible fee 
regardless of whether he began to receive profit or not, the initial capital should be 
large. If a franchisee tries to get start-up capital in the form of a bank loan, he faces a 
number of problems. The existing legal system makes it difficult to lend to franchisees. 
(Lesnik 2000: 15) 
 
How to build Russian franchise hotel business   
Hotel franchise business pays off for a long time in Russia. On average, it requires 
about 6-8 years, if we take in consideration: location, organization of work in the hotel 
itself and marketing. Another important fact is competition between hotels in certain 
area and availability of world-class hotel chains such as Radisson, Marriott, Hilton and 
many others. 
From one side, many hotels increase attractiveness for tourism in the country, on the 
other there is competition and higher requirements for accepted standards. Hoteliers of 
Russia more and more often open hotels with world known name. Global companies 
with well-known brands and showing good success rates in several European countries 
find investors in Russia as well. And there is a tendency for successful hotels that have 
already reached a high level to enter the largest holdings.​ ​(Merkulov, Fokin 2014: 93) 
 
Specificities of a hotel franchise in Russia 
 
The franchising market in Russia, unlike the American and European, is quite young, 
but rapidly developing. Every year in Russia there are about a hundred new franchises. 
According to the NeoAnalitics research company, in 2014 the leader in Russian 
franchising is retail, which accounts for slightly less than half of all franchises. In 
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second place is catering and services. 57% of all franchise enterprises are located in 
Moscow.  
Hotel franchising in Russia has a number of special characteristics, which has to be 
taken in consideration when managing a business. In Europe people use franchise for 
small hotels, not very expensive 2-3 stars for the tourists with not too big budget. In 
Russia it is different, interest towards franchise showing mostly big hotels, which want 
to get Western management experience, enhance the stardom and status of the hotel. 
However, there are hostels, which buy hostel franchise, which offer more affordable 
prices at the European level of service. Choosing a franchisee is a very important 
decision. It is necessary to take in consideration, that level of service in Russia is lower 
than in Europe and it will lead to changes in all working processes. The franchisor's 
task is to meet the expectations of the client in any country in the world where the 
franchise is represented. One more difference for franchise business in Russia is a 
corruption, unfortunately. This fast makes you cautious in choosing a franchisee. They 
also note that in Russia there is an insufficient level of business support and the need 
to constantly overcome bureaucratic delays. 
A difficult issue is the sale of franchises for resort hotels. High summer demand and 
lack of demand at other times of the year. However, obligations to pay a commission 
remain. A large number of hotels in large cities, and in smaller cities, entrepreneurs are 
afraid to assume obligations, since connecting to a corporation, an upgrade will entail 
an increase in the cost of services, which in the conditions of a crisis does not seem 
right for entrepreneurs. 
The franchisor has high requirements for staff, and in Russia there is a shortage of 
highly qualified personnel in the hotel business. However, work at a hotel, a major 
brand, is prestigious. For hotel workers, this is a good way to increase their 
professionalism, and the entrepreneur the opportunity to choose the best staff. 
Under a commercial concession agreement, the right holder (franchisor) provides the 
user (franchisee) with a number of rights, which should include a trademark. If the 
franchisor does not have a trademark, then such an agreement cannot be registered 
with Rospatent, and in the event of a dispute under such an agreement, the court will 
not apply the rules on the franchising agreement to the relations. The problem is that 
foreign franchisers, when entering the Russian market, need to apply for the 
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registration of trademarks in Russia. Registration itself can take a whole year. Despite 
all the difficulties, franchising in Russia is developing rapidly, entrepreneurs in the crisis 
are choosing proven business models. (Merkulov & Fokin 2014: 93-95) 
 
Asia 
 
Asia - is a region, where franchising has appeared recently, because of that there is a 
huge potential. The rapid development of franchising, a quick return on investment and 
low initial capital, all this still does not make this business popular in Asia. Franchising 
is best distributed in Japan, Korea, and Singapore. 
Should be mentioned, that in China franchising has a special form of entrepreneurial 
activity and when comparing Chinese and European legislation, there are significant 
differences.  
For example, in China, the contract duration is 3 years, in the UK it is 8.6 years. 
Chinese law also allows franchisees to terminate the contract before opening. That is, 
this means that the franchisor helps the franchisee find the premises, but at the last 
moment has the right to change the business concept and keep the room for himself. In 
Europe it is not possible. (Skift research) 
What you need to consider when opening your business in Asia? 
It is best for the franchisor to enter this market with cosmetics, medical services, luxury 
goods, or food. There are two ways to develop a franchise network. 
First way is to conclude an agreement with a local businessman without opening a 
representative office in China, but it will be very difficult to control a local businessman 
in this case. 
The second way - involves joint venture and the creation of a representative office. 
There are more financial costs, but there is more control over the operation of the 
franchised network. Large trade brands in Asia are perceived better, cause more 
confidence. 
No matter what method you choose for yourself, there is always the possibility that your 
model will be copied, and a double network will open.​ (Skift research) 
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How to protect your brand under Chinese law? 
It is very important to register your trademark in the Chinese market in accordance with 
Chinese law, as a violation of trademark rights - often happens. 
Starbucks is one of the examples of trademark infringement. In China the chain of 
coffee houses has been opened under the Starbucks trademark with a name and logo. 
Everything happened because Starbucks registered its trademark only in Taiwan, and 
not in China, and a lot of time and effort was spent on the court. That is why, before 
starting a business, it is necessary to register a trademark. A clearly agreed 
confidentiality and liability agreement is required. And also check if your industry is on 
the blacklist of the Chinese government. 
Besides, it is necessary to understand features of customs and cultures of various 
regions and ethnic groups of China in order to successfully adapt to local markets and 
maintain competitiveness. 
It should be noted that stealing of intellectual property in the franchise market is one of 
the most common problems of modern franchisors. Therefore, it is necessary to 
carefully select the future partners and build competent relationships with them. It is 
necessary to constantly work on your system, to make it more convenient and 
profitable for cooperation, because only this can serve as a guarantee of stable and 
fruitful work of the entire network and each enterprise separately. 
Before entering the Chinese market, the franchisor must be sure that the intellectual 
property is established in accordance with Chinese law and the franchise agreement 
contains provisions on how to apply the brand name, design and other trade secrets. 
Violation of these provisions is followed by fines and termination of franchising 
relationships. 
Franchise in China are facing with a difficulty of finding managers, who would 
understand, how to manage business and who would have strong group leader skills. 
The training process becomes permanent, because good workers, after training in 
Western standards, go to better paid jobs. 
The cost of training employees is high and constant. 
It is very difficult to find and evaluate candidate licensees and requires a lot of time to 
find a right candidate, evaluate and sign all the necessary documents. 
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To check local companies can be tough and difficult to find a company with the 
necessary managerial skills, work experience and capital to acquire and properly 
develop a franchise business. 
China has a lot of markets. Companies, which work good in the same region, very 
rarely work also in another one, and therefore companies rarely provide a franchise 
that works throughout the country, more often the franchise is given for one particular 
region or city, for example Shanghai. Thus, franchisors have to have several licenses in 
China, which requires more time and energy than in other countries where one license 
is valid all over the country. An example is Indonesia. 
At the moment regulatory environment is changing and developing. Inexplicable and 
constantly changing rules created difficulties for those who wanted to work in the 
Chinese market in the past. Now the legal framework for franchising is developing and 
improving. The new rules of 2005 allowed the creation of franchises that are wholly 
owned by foreigners but required that foreign companies open two divisions and work 
in China for a year before signing the franchisee. In 2007, China introduced new rules 
that became more profitable, two divisions could be in any country and the franchisee 
had to manage them for at least a year before selling the franchise in China. These 
rules ensured that the franchisee himself had to understand how to properly manage 
the business, and only then sell his franchise. This rule will increase the likelihood of 
success in China. 
Franchises must adapt their products to the tastes of Chinese consumers. For 
example, restaurants should do the necessary research before offering their menu. 
Sales may increase if you add chicken, rice or change the spice in the dish to the 
menu. 
In addition, foreign companies should be careful when translating their brands into 
Chinese. Best of all, when the Chinese name sounds similar with English 
pronunciation. 
For example, to be successful for Chinese customers hotels should know:  
● The Chinese believe in signs and numbers. It is not recommended to settle the 
Chinese on the 4th floor, because they believe that the number 4 brings them 
failure, while 8 is a very good number. 
● The Chinese are very serious about the status, the higher the status of the 
guest. Do not settle the director on the 3rd floor, and the subordinate on 10. 
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● They want to get the most out of their money. 
● Chinese guests pay attention to color. Red, yellow, orange are beautiful colors. 
● Chinese tourists take off their shoes as soon as they enter the room. 
● They expect the hotel to provide them for free. 
● The Chinese are counting on free internet at the hotel. 
● This is the main meal. 
● Prepare a room for the tea ceremony. They must prepare the hotel. 
● Most often, the Chinese pay by the ChinaUnionPay system. (Hotel advisor) 
 
 
Conclusion 
During the work on the topic “Restrictions of franchise and their adaptation in different 
cultures” its main goal was achieved, and all the tasks set in the introduction were 
solved. To sum it up, we make several general conclusions on the work. 
Franchising is a certain economic tool that has its own advantages and disadvantages. 
This is a very promising type of entrepreneurship, while in a regular business out of 100 
enterprises 10 survive, then out of 100 franchises 90 successfully operate, which is 
very important from the point of view of creating new jobs. 
Hotel franchising is successful because it combines the personal interest of the 
franchisee and a managerial and technical experience of a large business. For an 
entrepreneur, franchising offers a ready-made hotel business model, a short way to 
growth. For franchisees, franchising provides clear instructions and quick expandability. 
Franchisees are growing, allowing entrepreneurs to finance its growth through the sale 
of franchises. 
In the modern, business world, franchise agreements are negotiable. Aspects of a 
franchise agreement are the subject of discussion in each case, which adapt to the 
cultural characteristics of the country. 
In Russia, the movement to create national hotel chains is only in its infancy. However, 
the Russian hospitality industry has a great future. Inactive distribution of hotel 
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franchising in Russia is connected with insufficient knowledge even among specialists 
and entrepreneurs who could act as organizers of franchising systems and work as 
franchisees. The development of franchising in Russia does not have the necessary 
support at the state level, at the legislative level. There are no franchising laws in 
Russia. 
The situation with hotel franchising in China is very similar to Russia. Currently, the 
regulatory environment is changing and developing, but not yet perfect. It is difficult to 
find managers who understand how to run a business and have strong managerial 
skills. The learning process becomes permanent and requires constant investment. But 
despite the apparent difficulties, hotel franchising is developing, more and more hotels 
are opening in hotel chains. 
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